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E-Business and New Venture Strategies that Impact Firm Performance
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Abstract
The recent surgence of new venture creations and failures has led practioners and researchers to identify the factors
that impact new venture performance. One major research stream in the strategic management literature suggests
that new venture strategic decisions are critical to their success. Research on new venture strategies has experienced
limited success and beckons the call for more substantive studies. Failures of new ventures are often linked to their
limited resources or ability to attract the needed resources and finding specific strategies to launch e-business
ventures. Given the recent rise of technology ventures in transitional economies it represents an opportunity to
examine the new venture strategy impact on the environment-performance relationship. The model presented in this
paper is designed with the transitional economies in mind as the backdrop for testing the model. A brief literature
review on environments, e-business, and new venture strategies is developed. A model framing the environment,
new venture strategy, e-entrepreneur and performance is offered. Propositions describing the relationships of the
variables in the model are developed. Finally, conclusions and implications for future research are discussed.
Keywords: E-Business Entrepreneurship

1. Introduction
The recent surgence of new venture creations and failures has led practioners and researchers to identify the factors
that impact new venture performance. New ventures are often identified as newly established firms or those with
less than seven years of existence. A number of recent trends in electronic businesses have motivated many
entrepreneurs to enter the market and craft strategies to exploit the opportunities. One major research stream in the
strategic management literature suggests that new venture strategic decisions are critical to their success. The new
venture must determine the manner they align their strengths and weaknesses with the opportunities and threats in
the task environment representative of the specific industry where their venture conducts business [16]. Some
researchers have discovered that new ventures that enter the marketplace with aggressive marketing strategies and
broad targeted markets are more successful than those with narrow target markets [19][29].
New ventures tend to have limited resources and a lack of legitimacy compared to the large more established firms
who have been in existence for a longer term. Stinchcombe characterized new ventures as a ‘liability of newness’
with a high propensity to fail because of their limited resource capabilities. Others have noted that new ventures are
highly dependent on environments for resources critical to their success [10][22]. However, it is also obvious that
new ventures have capabilities that are niche specific possessing speed and flexibility to exploit certain industry
opportunities more readily than large, established firms [8][25]. The Internet has been filled with new ventures
exploiting niches that large firms deem unprofitable or time consuming. Some have suggested specific strategies for
those entering the internet arena. The specific strategies an entrepreneur should pursue when launching their ebusiness venture includes: 1) presence: ramp-up stage to build excitement about the e-business venture in the
marketplace, 2) penetration: the hyper growth stage to gain market share, and 3) the managed growth stage to
expand revenue. Regardless, the strategies new ventures adopt to manage and influence their environments will
impact the overall performance of the firm.
The literature has offered two primary competing perspectives on the environment and strategies firms choose to
adopt. The two perspectives are environmental determinism and environmental management. The environmental
determinism supporters tend to view the environment as a deterministic influence and firms make strategic choices
by adapting to opportunities and threats in the environment [1][12][27]. Porter [23] points out that innovative and
differentiation strategies are often found in dynamic and uncertain environments. Similarly, industrial organization
and population ecology researchers claim that environmental determinism conditions influence a firm’s strategic
choices [27][12].
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In contrast, environmental management researchers suggest that firms’ craft and implement strategies to best
manage their environments for critical resources and gain a competitive advantage [6][32]. Lenz [13] points out that
as firms’ craft strategies specific to customers that prove successful competitors will often imitate them as a
retaliatory strategy and thereby changing market competition within the industry. Thus, the environmental
management perspective implies that firms may employ reactive or proactive strategies as a means of influencing
the environment positively to affect venture performance. Although there has been past research on the
environment-strategy-performance relationship, there has been limited research examining the impact of new
venture strategy on the environment and how it affects venture performance. More specifically examining new
venture strategy as a moderator variable.
Research on new venture strategies has experienced limited success and beckons the call for more substantive
studies. Failures of new ventures are often linked to their limited resources or ability to attract the needed resources.
Peng and Heath [21] point out that that problem is more prevalent for new ventures in transitional economies than in
market economies. They suggest that new ventures in transitional economies like Russia, China, and Brazil are more
constrained by limited technical, managerial and marketing capabilities than those in market economies like the U.S.
Thus, there is a gap in examining new venture strategies in transitional economies as opposed to market economies.
Given the recent rise of technology ventures in transitional economies it represents an opportunity to examine the
new venture strategy impact on the environment-performance relationship [2][33]. Bruton and Rubanik [2] suggest
new research in the context of new ventures in transitional economies is an opportunity to advance new venture
theory. The model presented in this paper is designed with the transitional economies in mind as the backdrop for
testing the model.
The paper is a response to a call to further exploratory research in new venture strategies and their performance
implications [4][17]. A brief literature review on environments and new venture strategies will be developed. A
model framing the environment, new venture strategy and performance is next offered. Propositions describing the
relationships of the variables in the model are presented. Finally, conclusions and implications for future research
are discussed.

2. Literature Background
As previously noted firms depend on resources and information from their environments critical to their success.
New ventures face many potential hazards in terms of limited resources, lack of environmental knowledge, industry
data, vendor support, and customer preferences. Because new ventures have limited or no performance records their
potential for success is also limited. Thus, environments have a major impact on new venture performance. New
ventures tend to examine their environments in terms of opportunities and threats. Dutton and Jackson [9] identify
opportunities and threats as two strategic categories confronting firms. These two categories seem especially critical
for new ventures because of their limited track records.

Environment: Opportunity
Prior research suggests that the environment plays a critical role in shaping the resource opportunities of new
ventures [10]. Gartner [11] points out that the creation and exploitation of the environment by a new venture is
pursuing an opportunity. The creation and exploitation of the environment depends on new ventures assessing
market discrepancies or niches and then pursuing the essential resources to leverage the opportunities [26].
Industry growth has been identified as a key element of market attractiveness. Generally the more attractive the
industry growth then the more likely new ventures enter the industry and grow. Porter [23] suggests that new
ventures entering high growth industries will provoke less response or retaliatory strategies from incumbent firms
and have more potential for succeeding. Miller and Camp [19] even suggest that new venture entrepreneurs seek
high growth markets to minimize the effects of competitive pressures. Chandler and Hanks [5] found that market
attractiveness is positively related to new venture growth.
Pfeffer and Salancik[22] point out that industry growth also indicates environmental munificence. Environmental
munificence represents the extent critical resources required by new ventures are available in the environment. New
ventures are more likely to obtain critical resources in high growth industries than they could otherwise in low
growth industries. The opportunity for growth minimizes some of the competitive pressures. Research shows that
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venture capitalists prefer to invest in new ventures in high growth industries [14][25]. Electric business (e-business)
is the new wave in creating new ventures and transacting business. Other researchers point out that high growth
industries do have some limitations. Many firms may be entering the industry simultaneously thereby diminishing
the luster for venture capitalists and the success for new ventures [16][29]. Regardless industry growth represents
an important environmental dimension that typifies an opportunity for new ventures.

Environment: Threat
Threats represent the second environmental dimension critical for new ventures. Stinchcombe [28] referred to
special difficulties that new ventures face in acquiring critical resources as ‘liabilities of newness’. Liabilities of
newness pose threats to new venture success if they are not managed well. Threats come in many different forms to
new ventures. For example, new technology ventures often require substantial financial resources in the early stages
while developing their technology. The ‘cash burn’ rate or rate that cash is spent will often exceed their revenues. In
fact, there may be no revenues for extended periods imposing questions of firm survivability. Technologies that are
rapidly changing in industries may bring unanticipated consequences that derail the new venture and its potential for
success [30]. Also, because new ventures often lack industry and environmental knowledge as well as not having
strong relationships with customers and suppliers their legitimacy is weakened [28]. Consequently, new ventures are
in a risky and vulnerable market position. They are susceptible to many threats from multiple stakeholders that
threaten the new venture’s performance. Another threat is simply the integration of business processes electronically
via information and communication technologies. A key challenge for new ventures is to minimize these threats and
position their firm for success in the marketplace. These conditions are often described as environmental hostility
by researchers [7][29]. Thus, environmental hostility is one way of examining the industry and stakeholder threats
confronting the new venture viability and performance.

Electronic Business
The electronic entrepreneur deals with information. Information is anything that can be put into a digital format, for
example, photographs, text, catalogs, data, movies, stock quotes, and online MBA classes. Information is intellectual
property and can be protected using copyrights, trademarks, or business-method patents. Finally, information must
be experienced for people to determine its quality and benefits. Information can be expensive to generate, but it is
almost costless to reproduce. Therefore, selling information provides great margins, unless it is reproduced and
resold by others. Information also has different uses for different people. Different versions of information can be
offered to different customer segments. By segmenting the market, an entrepreneur can extract maximum value –
the most profit from his or her property. E-businesses have many value drivers or ways of creating value through
their operations and strategies. They include: business to business (B2B), business to customer (B2C), business to
business to customer (B2B2C), roll-ups, advertising models, pay-for-content models, affiliate models, and mashups. E-business encompasses various modes of internet use that include e-tailing (virtual storefronts), electronic
data interchange (EDI), e-mail, and ensuring the security of data transactions. All of these facts about information
are embodied in the strategies of e-entrepreneurs. Thus, there are a number of key strategic options that eentrepreneurs need to consider as they form their businesses and marshal resources and capabilities for their firms.

New Venture Strategy
New venture strategies have been described and examined by researchers in various ways [10][16][24]. Some
researchers use product innovation as a means of examining new venture strategy [5][10]. They define product
innovation as the degree new ventures develop and introduce new products and services into the marketplace. Zahra
and Covin [31] measured product innovation by new product development, rate of change of products, speed and
variations in new products developed. The product innovation strategy reflects a venture’s proactive approach to
entering the industry and minimizing competitive pressures.
Market differentiation is another dimension of examining new venture strategy. Market differentiation refers to the
extent a firm pursues a strategy based on unique venture attributes matched to the market opportunities [18]. Unique
marketing efforts extend to personal networks that the entrepreneur brings to the marketplace that distinguishes or
improves the venture performance [20].
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Market breadth is a third dimension of examining new venture strategy. Market breadth refers to the scope of the
market that new ventures are attempting to capture or serve. McDougall and Robinson [17] measured breadth by the
variety of customers, geographic range, and the number of products offered. They suggest that providing a broad
range of products to a large customer base is an important component of new venture strategy. McCann [15] lend
further support by suggesting that market breadth is an important variable for inclusion in any new venture research.
Finally, marketing alliance is another dimension for identifying new venture strategy. Bucklin and Sengupta [3]
refer to marketing alliance as the lateral working relationship between a venture and its competitors in one or more
aspects of marketing. They measure marketing alliance by the new venture’s emphasis on marketing
complementary products, designing and manufacturing of new products, introducing new products, promoting new
products, providing support services and pricing collaboration with other firms. Their study demonstrates the
importance of marketing alliances and how those alliances allow a new venture to manage critical resources or lack
of them in changing markets. Other researchers suggest marketing alliances enable new ventures to obtain concrete
and abstract resources that improve the venture’s market position [10]. The concrete resources include specific
skills and finances to manage the venture while abstract resources include firm legitimacy and market acceptance.
These four dimensions represent the conceptualization of the new venture strategy to be included the model. They
represent the fundamental strategic choices for new ventures in a variety of environmental settings. They also have
prominence in the strategic management literature that fits equally well in the new venture field of study. The four
dimensions should be equally useful in examining new venture strategy in transitional economies.

3. Proposed Model
Figure 1 contains the proposed model that offers a framework for examining the role of new venture strategy in the
relationship between its environment and venture performance. The primary dimensions of the environment are
industry growth, e-businesses, and environmental hostility. The model integrates the environmental determinism
and environmental management perspectives as a means of examining how entrepreneurs adapt to their
environments and be proactive to exploit opportunities available. It is proposed that environmental determinism
will play a mediating role for new venture strategy while environmental management perspective will play a
moderating role for new venture strategy. In the model industry growth hostility is representative of the
environmental determinism perspective while environmental hostility represents the environmental management
perspective.
The environmental determinism perspective assumes that new venture strategy takes an adaptive response to the
environment. More importantly it will mediate the impact of the environment on the new venture performance.
Assuming there are niche opportunities in the environment affordable to viable ventures then the new venture will
need to adapt certain strategies to transform these opportunities into achievable performance. Having the right
venture attributes matched with the industry opportunity will enhance the venture’s acceptance in the marketplace.
Tsai et. al. [29] noted the mediating impact that new venture strategies may have on performance. They state that
new venture strategies will mediate a positive impact for return on investment of environmental munificence in
terms of product life cycle. Contrastingly, the new venture strategies will mediate a negative impact on market
share of environmental hostility. They concluded that environment and strategy separately affect new venture
performance.
The environmental management perspective offers an alternative view about the impact of new venture strategy on
the environment affecting venture performance. A hostile environment may have adverse effects on the new venture
and give cause for developing different strategies to cope. New venture strategies will seek options and risk
minimizing alternatives to absorb uncertainties in the environment that may adversely impact the new venture’s
performance. New venture strategies are developed that proactively reduce the negative impacts and enhance the
positive elements of the environment. Thus, the environmental perspective suggests that new venture strategies play
a moderating role in the environment that affects venture performance.
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Figure 1. New Venture Strategy Framework
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4. Propositions
Based on the literature background several propositions are offered that address the different roles of new venture
strategy in the environment affecting venture performance. The propositions are developed focusing on the
transitional economies as the backdrop for testing the model.
P1: There is a positive relationship between environmental determinism and performance when new venture
strategy is a mediating variable in transitional economies.
P2: There is a positive relationship between environmental management and performance when new venture
strategy is a moderating variable in transitional economies.
P3: There is a positive relationship between industry growth and venture performance when mediated by new
venture strategies.
P4: There is a positive relationship between e-businesses and venture performance when mediated by new venture
strategies.
P5: Product innovation will positively mediate the relationship between industry growth and venture performance.
P6: Market differentiation strategy will positively mediate the relationship between industry growth and venture
performance.
P7: Market breadth strategy will positively mediate the relationship between industry growth and venture
performance.
P8: Market alliance strategy will positively mediate the relationship between industry and venture performance.
P9: The negative relationship between environmental hostility and venture performance will be mediated by new
venture strategies in transitional economies.
P10: Product innovation will moderate the negative relationship between environmental hostility and venture
performance.
P11: Market differentiation will moderate the negative relationship between environmental hostility and venture
performance.
P12: Market breadth will moderate the negative relationship between environmental hostility and venture
performance.
P13: Market alliance will moderate the negative relationship between environmental hostility and venture
performance.
The propositions developed reflect the possible relationships and their impact for examining the role of new venture
strategy in the context of the environment and e-businesses. The new venture strategy is treated as a means of
mediating or moderating the environment for best performance by the new venture.
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5. Conclusion and Future Research Implications
The model proposed offers a framework for examining the role of new venture strategy and its relationship with the
environment and e-businesses. More specifically, the mediating and moderating roles of new venture strategies that
interact with environments to impact venture performance are examined. The mediating role of new venture strategy
is developed in the context of industry growth as one environment that new venture strategy can mediate. It is
further suggested that product innovation, market differentiation, market breadth and market alliance strategies
mediate a positive effect on new venture performance in an environment with industry growth. In addition, ebusinesses mediate a positive effect on new venture performance especially in information-intensive industries.
McDougall et. al. [17] suggest that aggressive venture strategies are necessary to achieve better venture performance
in a rapidly growing industry.
However, new venture strategy can also play a moderating role in the context of environmental hostility. The model
suggests that when new venture strategies are emphasized and are the strongest then the negative impact of
environmental hostility on new venture performance is weaker than otherwise can be expected. Romanelli’s [24]
study reaffirms the proposition that new ventures with aggressive strategies are more likely to improve or enhance
their survivability in a hostile environment.
The literature is replete with research suggesting how industry and market conditions lead new ventures to adopt
different strategies for best performance [4]. The literature is not firm on how these strategies deal with
environments to best manage them or the best matches for success. The model proposed offers a framework to
consider and test new venture strategies that deal with environments to impact venture performance. By examining
the environment from two different perspectives new venture strategies are offered to generate the best venture
performance. Each of the two perspectives shapes the way firms deal with environments. In one case, new ventures
adapt to their environments as their entrepreneurs assess and respond to the environment or industry conditions. In
the other case, new ventures have the capacity to enact their environments or industry and can be more proactive in
managing their environments.
The proposed model is an attempt to advance new venture theory. Primarily, the model suggests that the two
environmental perspectives be integrated to better understand the impact of new venture strategies on performance.
In addition, the model suggests there are more ideal matches of new venture strategies with the environment that
may lead to the best venture performance. The model offers a framework for testing these matches and their
relationships among the new venture strategies and different environmental perspectives.
Transitional economies offer an ideal setting for testing the model because of their underdeveloped institutional
frameworks. Transitional economies have been ignored in past research and offer a rich environment for testing
new venture theory. Further, new technology is being developed in the transitional economies that provide industries
representative of industry growth and potential. Finally, the richness of transitional economies offers researchers an
opportunity to examine new venture activity in an environment other than market based economies where so much
research has been conducted in the past.
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